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OATH OR AFFIRMATION

I JOQLCL £. /jé’/V/dJO/’) , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Ernstd Young LLF s

of //VJ/,Z L/ ,3 / ;20 O 3, are true and correct. 1 further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

ROBIN REININGER /N )
NOTARY PUBLIC, STATE OF NEW YORK / / / /
PEGISTRATION 101REG0S721 Nk 17

HOUALITTCUTINVOUNTAMTIO COUINTY

MY COMMISSION EXPIRES APRIL 20, 2006
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4 (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors® Capital.

O (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

& (g) Computation of Net Capital.

O (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

O (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

O () A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

4 (1) An Oath or Affirmation.

O (m) A copy of the SIPC Supplemental Report.
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i’l ERNST& YOUNG & Ernst & Young p & Phone: (716) 843-5000

1400 Key Tower WWw.ey.com
50 Fountain Plaza
Buffalo, New York 14202

SECURITIES AND EXCHANGE COMMISSION

CEIVED
Board of Directors JuL 2 5 2003
Paychex Securities Corporation OIISION OF WARKET REGULATION

In planning and performing our audit of the financial statements of Paychex Securities
Corporation for the year ended May 31, 2003, we considered its internal control to determine our
auditing procedures for the purpose of expressing our opinion on the financial statements and not
to provide assurance on internal control. Our consideration of internal control would not
necessarily disclose all matters in internal control that might be material weaknesses under
standards established by the American Institute of Certified Public Accountants. A material
weakness 1s a condition in which the design or operation of one or more of the specific internal
control components does not reduce to a relatively low level the risk that errors or fraud in
amounts that would be material in relation to the financial statements being audited may occur
and not be detected within a timely period by employees in the normal course of performing their
assigned functions. However, we noted no matters involving internal control and its operation
that we consider to be material weaknesses as defined above.

This report is intended solely for the information and use of the Board of Directors, management,
and others within the organization and is not intended to be and should not be used by anyone

other than these specified parties.

We would be pleased to discuss the above matters or to respond to any questions, at your

convenience.
émﬂf ¥ MLL?

June 24, 2003
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E’-’ ERNST& YOUNG & Ernst & Young LLp & Phone: (716) 843-5000

1400 Key Tower www.ey.com
50 Fountain Plaza
Buffalo, New York 14202

Report of Independent Auditors

Board of Directors and Stockholder

Paychex Securities Corporation

We have audited the accompanying balance sheet of Paychex Securities Corporation as of
May 31, 2003 and the related statements of income, stockholder’s equity, and cash flows for the
year then ended. These financial statements are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Paychex Securities Corporation at May 31, 2003, and the results of its
operations and its cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States.

Our audit was made for the purpose of forming an opinion on the basic financial statements taken
as a whole. The information contained in the accompanying schedule is presented for purposes of
additional analysis and is not a required part of the basic financial statements, but is
supplementary information required by Rule 17a-5 of the Securities and Exchange Commission.
Such information has been subjected to the auditing procedures applied in our audit of the basic
financial statements, and in our opinion, is fairly stated in all material respects in relation to the

basic financial statements taken as a whole.
SEnmt + MLLP

June 24, 2003



Paychex Securities Corporation

Balance Sheet
(In Thousands, Except Share Amounts)

May 31, 2003

Assets

Cash

Service fee receivable
Investments - long-term
Total assets

Liabilities
Accrued income taxes payable to parent company
Total liabilities

Stockholder's equity
Common stock, no par value - authorized 200 shares;
10 shares outstanding at May 31, 2003
Retained earnings
Total stockholder's equity
Total liabilities and stockholder's equity

See accompanying notes.

10,085
1,307

11,395

3,935

3,935

120
7,340

7,460

11,395




Paychex Securities Corporation

Statement of Income
(In Thousands)

For the year ended May 31, 2003

Revenues

Service fee revenue

Investment revenue

Total revenues

Income tax expense allocated from parent company

Total expenses

Net income

See accompanying notes.

10,926
74

11,000

3,939

3,939

$

7,061




Paychex Securities Corporation

Statement of Stockholder's Equity
(In Thousands, Except Share Amounts)

For the year ended May 31, 2003

Common Stock Retained
Shares Amount Earnings Total
Balance at May 31, 2002 10 $ 120 $ 6,279 $ 6,399
Net income - - 7,061 7,061
Dividend to parent company - - (6,000) (6,000)
Balance at May 31, 2003 10§ 120 § 7,340 § 7,460

See accompanying notes.



Paychex Securities Corporation

Statement of Cash Flows
(In Thousands)

Year ended May 31, 2003

Operating activities
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Provision for deferred income taxes
Provision for loss receivables
Changes in operating assets and liabilities:
Decrease in service fee receivable
Increase in accrued income taxes
Net cash provided by operating activities

Financing activities
Dividend paid to parent company
Net cash used in financing activities

Increase in cash
Cash at beginning of year
Cash at end of year

Supplemental information
Income taxes paid by Paychex, Inc. on behalf of
Paychex Securities Corporation

See accompanying notes.

7,061

4
(12)

1,147
470

8,670

(6,000)

(6,000)

2,670
7,415

$

10,085

$

4,123




Paychex Securities Corporation
Notes to Financial Statements

May 31, 2003

1. Organization

Paychex Securities Corporation (Company) is a wholly owned subsidiary of Paychex, Inc. The
Company was incorporated in the state of New York on July 17, 1995. The Company has been
approved by the Securities and Exchange Commission to transact business as a broker/dealer
pursuant to Section 15(b) of the Securities Exchange Act of 1934 in conjunction with the 401(k)
plan administration activities of Paychex, Inc. Such activities have been registered with the
National Association of Securities Dealers and various state securities agencies. '

All expenses of the Company except income tax expense, are incurred by Paychex, Inc. on the
Company’s behalf. As a result, these expenses are not reflected in the Company’s financial
statements for the year ended May 31, 2003.

2. Significant Accounting Policies
Customer security transactions

Customer security transactions are recorded on a settlement date basis. There is no commission
income recorded on these transactions.

Income taxes

The Company accounts for deferred taxes by recognition of deferred tax assets and liabilities for
the expected future tax consequences of events that have been included in the financial
statements or tax returns. Under this method, deferred tax assets and liabilities are determined
based on the difference between the financial statement and tax bases of assets and liabilities
using enacted tax rates in effect for the year in which the differences are expected to reverse.

Revenue recognition
Service fee revenue includes those amounts billed to money managers for administrative services

provided and is recognized in the period in which services are rendered. Investment revenue is
recognized when earned.



Paychex Securities Corporation

Notes to Financial Statements (continued)

2. Significant Accounting Policies (continued)
Use of estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States requires management to make estimates and assumptions that affect
reported amounts of assets, liabilities, revenues and expenses during the reporting period. Actual
amounts and results could differ from those estimated.

3. Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule
(Rule 15¢ 3-1) and is required to maintain minimum net capital, as defined, equal to $262,000.
At May 31, 2003, the Company had net capital of $6,150,000, which was $5,888,000 in excess of
its required capital.

4. Income Taxes

Income tax expense allocated from the parent company consists of the following for the year
ended May 31, 2003 (in thousands):

Current:
Federal $ 3,798
State 137
Total 3,935
Deferred:
Federal 4
State -
Total 4

$ 3,939




Paychex Securities Corporation

Notes to Financial Statements (continued)

4. Income Taxes (continued)

Below is an analysis reconciling the statutory federal income tax rate to the effective tax rates
shown in the statement of income for fiscal year ended May 31, 2003.

Federal statutory rate 35.0%
Increase resulting from:

State income taxes, net of federal benefit 0.8
Effective tax rate 35.8%

The Company files a consolidated federal return with its parent company, Paychex, Inc., and a
combined return with Paychex, Inc., for state purposes. In accordance with Statement of
Accounting Standards No. 109, Accounting for Income Taxes, currently payable and deferred
taxes are determined based upon the Company’s allocated share of taxable income or loss of the
consolidated group determined on a separate return basis.
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Paychex Securities Corporation

Schedule 1 - Net Capital Calculation
(In Thousands)

May 31, 2003

Net capital
Total consolidated stockholder's equity

Deduct stockholder's equity not allowable for net capital
Total stockholder's equity qualified for net capital

Non-allowable assets:

Unsecured receivable
Long-term investments

Net capital
Aggregate indebtedness
Accrued income taxes

Total aggregate indebtedness

Computation of basic net capital requirement
Minimum net capital required

Excess net capital
Excess net capital at 1000%

Ratio: Aggregate indebtedness to net capital
Reconciliation to FOCUS ITA

Net capital as reported in the Company's FOCUS report
Adjustments

Net capital per above

7,460

7,460

1,307

1,310

6,150

3,935

3,935

262

5,888

5,757

64%

6,150

6,150




